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l. | NTRODUCTI ON
On April 7, 1993, Eastern Edi son Conpany ("EECo" or

"Conpany") filed an application with the Departnment of Public
Uilities ("Department”) for authorization and approval of:
(1) the execution of one or nore | oan agreenents by the Conpany
with the Massachusetts | ndustrial Finance Agency ("M FA") or a
simlar agency with tax-exenpt bonding authority in an anmount not
to exceed $40, 000, 000, pursuant to G L. c. 164, § 14; (2) the
i ssuance by the Conpany of one or nore series of First Mortgage
and Col |l ateral Trust Bonds; (3) the execution by the Conpany of a
letter of credit and rei nbursenent agreenent; (4) the execution
by the Conpany of related financing and security agreenents; and
(5) an exenption fromthe conpetitive bidding provisions of G L.
c. 164, §8 15. On April 20, 1993, the Conpany filed a notion for
| eave to anend its initial application and an anended application
that, in addition to the above, sought an exenption fromthe par
val ue provisions of GL. c. 164, § 15A. On May 11, 1993, the
Departnment granted the Conpany's notion.

To investigate the petition, the Conmm ssion designated
Dorian C. Mead, Esqg. and WIlliamH Stevens, Esq. as hearing
of ficers and assigned Claude R Francisco, an econom st with the
Rat es and Revenue Requirenents Division of the Departnent, as
technical staff. Pursuant to notice duly issued, a public
heari ng was held at the Departnent's offices in Boston on May 11

1993. No petitions for leave to intervene were filed.
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At the hearing, the Conpany presented the testinony of one
witness in support of its petition: Basil G Pallone, assistant
treasurer of the Conpany. The Conpany offered twenty-nine
exhibits and the Departnent submtted one exhibit, all of which
were admtted into evidence. During the hearing, the Departnent
made two record requests to the Conpany. The Conpany's responses
to these record requests are included in the record of this case.

The Conpany is a Massachusetts corporation and a whol | y-
owned subsidiary of Eastern Utilities Associates ("EUA"). The
Conmpany supplies retail electric service to approximtely 176, 000
customers in 22 cities and towns in southeastern Massachusetts.
The | argest comrunities served are the cities of Brockton and
Fall River. EECo0's service territory covers approximately 390
square mles and has an estinmated popul ati on of approxi mately
445,000. In addition to its retail electric operations, the
Conpany owns all permanent securities of Mntaup El ectric Conpany
("Montaup"). Montaup supplies substantially all the electric
power requirenments of EECo.

EUA i s a Massachusetts voluntary associ ation organi zed and
exi sting under a declaration of trust dated April 2, 1928, as
anmended, and is a registered hol ding conpany under the Public
Utility Hol di ng Conpany Act of 1935. 1In addition to its
ownershi p of the Conmpany, EUA owns all conmon stock of two ot her
retail electric conpanies: Blackstone Valley Electric Conpany

("Bl ackstone"), which serves northern Rhode |sland; and Newport
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El ectric Corporation ("Newport"), which serves south coasta
Rhode Island. |In addition to supplying substantially all the
el ectric power requirenents of EECo, Montaup supplies
substantially all of Blackstone's power requirenents and
approxi mately 50 percent of Newport's power requirenents.

EUA al so owns directly all common stock of EUA Service
Cor porati on, which provides services to the EUA System conpani es.
In addition to EECo, Montaup, Bl ackstone, Newport, and EUA
Service Corporation, the EUA System conpani es i nclude EUA Cogenex
Cor porati on, an energy managenent conpany; EUA Energy | nvestnent
Cor poration, a concern established to invest in cogeneration and
smal | power production facilities; and EUA OCcean State
Cor poration, which owmns a 29 percent interest in the Ccean State
Power generating project.

I'1. STANDARD OF REVI EW

In order for the Departnent to approve the issuance of
stock, bonds, coupon notes, or other types of long-term
i ndebt edness by an el ectric or gas conpany, the Departnent nust
determ ne that the proposed issuance neets two tests. First, the
Depart ment must assess whet her the proposed issuance is
reasonably necessary to acconplish some legitinmte purpose in
neeting a conpany's service obligations, pursuant to GL. c. 164,

8 14. Fitchburg Gas & Electric Light Conpany v. Departnment of

! Long-termrefers to periods of nore than one year after the
date of issuance. G L. c. 164, § 14.
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Public Uilities 395 Mass. 836, 842 (1985) (Fitchburg I1"),

citing Fitchburg Gas & Electric Light Conpany v. Departnent of
Public Uilities 394 Mass. 671, 678 (1985) (Fitchburg I").

Second, the Departnment nust determ ne whether the Conpany has net

the net plant test? Colonial Gas Conpany D.P.U. 84-96 (1984).

The courts have found that, for the purposes of G L. c. 164,
8 14, "reasonably necessary" neans "reasonably necessary for the
acconpl i shnment of sone purpose having to do with the obligations
of the conpany to the public and its ability to carry out those

obligations with the greatest possible efficiency."Fitchburg I

at 836, citingLowel|l Gas Light Conpany v. Departnent of Public
Uilities 319 Mass. 46, 52 (1946) (Lowell Gas').

The Fitchburg I, Fitchburg Il and Lowel | Gas cases al so

established that the burden of proving that an issuance is
reasonably necessary rests with the conpany proposing the
i ssuance, and that the Departnent's authority to review a

proposed issuance "is not limted to a 'perfunctory review

Fitchburg | at 678; Fitchburg Il at 842, citingLowel| Gas at 52.

I n cases where no issue exists about whether the managenent
deci sions regarding the requested financing were the result of a
reasonabl e deci si on-maki ng process, the Departnent limts its
revi ew under Section 14 to the question of whether proceeds from
an issuance will be used for a purpose that, on its face, is

reasonabl e. Canal Electric Conpany, et al, D.P.U 84-152, at 20

: The net plant test is derived fromGL. c. 164, § 16.
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(1984); see, e.g., Colonial Gas Conpany D.P.U. 90-50, at 6
(1990).

Regarding the net plant test, a conpany is required to
present evidence that its net utility plant (original cost of
capitalizable plant, |ess accunul ated depreciation) equals or
exceeds its total capitalization (the sumof its |ong-term debt
and its preferred and common st ock outstandi ng, exclusive of
retai ned earnings) and will continue to do so follow ng the

proposed i ssuance. Colonial Gas Conpany D.P.U. 84-96, at 5.

Pursuant to G L. c. 164, 8 15, an electric or gas conpany
of fering |l ong-term bonds or notes in excess of $1 mllion in face
amount nust invite purchase proposals through newspaper
advertisenents. The Departnment may grant an exenption fromthis
requirement if the Departnment finds that an exenption is in the
public interest. GL. c. 164, 8 15. The Departnent has found it
in the public interest to grant an exenption fromthe
advertisenent requirenent where there has been a neasure of
conpetition in the private placenent process. See, e.g., Wstern
Massachusetts Electric Conpany D.P.U. 88-32, at 5 (1988);
Eastern Edi son Conpany D.P.U. 88-127, at 11-12 (1988);Berkshire

Gas Conpany, D.P.U. 89-12, at 11 (1989). The Departnent al so has

found that it is in the public interest to grant a conpany an
exenption fromthe advertisenment requirenent when a neasure of
flexibility is necessary in order for a conpany to enter the bond

market in a tinmely manner. See, e.g., Western Massachusetts
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El ectric Conpany D.P.U 88-32, at 5.

Pursuant to G L. c. 164, 8§ 15A, an electric or gas conpany
of fering | ong-term bonds, debentures, notes, or other evidences
of indebtedness may not issue said securities at |ess than par
val ue. The Departnent may grant an exenption fromthis par val ue
requirement if the Departnent finds that an exenption is in the
public interest. GL. c. 164, § 15A

The Departnment has found that it is in the public interest
to grant an exenption fromthe par value requirenent where nmarket
conditions make it difficult at tinmes for a conpany to price a
particul ar issue at par value and sinultaneously offer an

accept abl e coupon rate to prospective buyers. Bay State Gas

Conpany, D.P.U. 91-25, at 10 (1991). The Departnent al so has
found that it is in the public interest to authorize the issuance
of securities bel ow par value where this technique offers a
conmpany enhanced flexibility in entering the market quickly to

t ake advantage of prevailing interest rates, particularly if this
benefits the conpany's ratepayers in the formof |ower interest

rates and a | ower cost of capital i(d.). See also Boston Gas

Conpany, D.P.U. 92-127, at 8 (1992);Boston Edi son Conpany
D.P.U 91-47, at 12-13 (1991).

| f the Departnent authorizes a conpany to issue securities

at less than par value, the Departnent may establish the nethod
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by which the conpany is required to anortize any di scount.G L.
c. 164, 8§ 15A; see, e.g., Boston Gas Conpany D.P.U. 92-127, at

8; Boston Edi son Conpany D.P.U 91-47, at 15.
I11. DESCRIPTION OF THE PROPOSED FI NANCI NG

The Conpany proposes to borrow the proceeds of one or nore
i ssuances of tax-exenpt refunding revenue bonds ("refunding
bonds") by MFA or a simlar government agency with tax-exenpt
bond i ssuance authority (Exh. EE-1, at 2)Y. The Conpany plans to
use the proceeds in order to refund the outstandi ng principal
amount of M FA' s 1983 10 1/8 percent pollution control revenue
bonds ("pollution control bonds"), due 2008 and call abl e on
August 1, 1993, issued by MFA on behalf of the Conpanyi ({.;
Exh. EE-29, at 3, 4)° The aggregate principal amunt of the

! The discount is the difference between the par value of a
bond, note, or other debt security and the actual issue
pri ce when the actual issue price is |less than par val ue.

! The t ax-exenpt bond i ssuance authority of MFA is derived
fromthe provisions of GL. c. 23A and those provisions of
G L. c. 40D that are incorporated by reference into G L.
c. 23A by GL. c. 23A, 8 35A. The federal incone tax
exenption of interest on MFA' s bonds is found in 88 142-145
of the Internal Revenue Code of 1986 (Exh. EE-6).

’ In a transaction in 1983 very simlar to that now proposed
by the Conpany, EECo borrowed the proceeds from M FA' s
i ssuance of $40, 000, 000 of pollution control revenue bonds
t hat the Conpany now seeks to refund. |In that transaction,
as in the transacti on now proposed, the Conpany used M FA as
an internediary to achi eve tax-exenpt status for the
securities and, therefore, a |ower cost of debt. The 1983
bond i ssuance by M FA and borrow ng by EECo was approved by
Department Order dated August 12, 1983. See Eastern Edi son

(continued...)
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Conmpany' s borrowi ngs under this proposal is not to exceed
$40, 000, 000 (Exh. EE-29, at 3).

In order to conplete the proposed transaction, the Conmpany
seeks authorization to execute one or nore | oan and trust
agreenents with MFA or other simlar governnent agency, to issue
one or nore series of first nortgage and coll ateral trust bonds,
to execute a letter of credit and reinbursenent agreenent, and to
execute related financing and security agreenents, if necessary.
The Conpany is al so seeking exenptions fromthe conpetitive
bi ddi ng provisions of GL. c. 164, 8 15, and the par val ue
provisions of G L. c. 164, § 15A

The Conpany plans to conplete the proposed financing on or
bef ore Decenber 31, 1994 (Exh. EE-1, at 2). The Conpany
i ndi cated that M FA gave prelimnary approval to the proposed
i ssuance of the refunding bonds on March 16, 1993 (Exh. EE-22;
Exh. EE-29, at 13; Tr. at 8, 10, 11). After the Conpany receives

’(...continued)
Conpany, D.P.U. 1573 (1983).

6 The Conpany's board of directors authorized the proposed
i ssuance of the refunding bonds and the execution of rel ated
financing and security agreenents at a board neeting held on
February 23, 1993 (Exh. EE-29, Sch. 5, at 2).

! The Conpany indicated that under Internal Revenue Service
gui del i nes, the refunding bonds nmay be issued up to three
nont hs before the redenption of the outstanding pollution
contrgl bonds, first callable on August 1, 1993 (Exh. EE-29,
at 13).
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M FA's final approval of the proposed transaction, the Conpany
wi |l begin the process of preparing the necessary docunentation
(Tr. at 8).

The Conpany stated that the timng and anounts of the
ref undi ng bonds will be determ ned based on market conditions and
other relevant factors at the tine of issuance, including
maturity and expected savings fromthe refinancing (Exh. EE-28;
Exh. EE-29, at 13). The Conpany noted, however, that interest
rates are at historically Iow levels and that the Conmpany woul d
prefer to issue the refundi ng bonds as soon as possible after
recei ving appropriate regulatory approval s (Exh. EE-29, at 13).
The Company's refinancing analysis for the outstanding pollution
control bonds provides an estimated annual interest savings
rangi ng from $1, 412,000 to $1,512,000, or a net present val ue
savings as a percent of principal ranging from24.54 percent to
26. 12 percent (Exh. EE-29, Sch. 1, at 1}.

The Conpany proposes to enter into one or nore | oan and

8 The interest expense savings estimtes are based on a 3
percent redenption premum an underwiting spread ranging
fromO.5 percent to 1.0 percent, and new coupon rates
ranging from5.6 percent to 6.0 percent, depending on
whet her the refundi ng bonds are Issued as fixed-rate or
vari abl e-rate bonds, insured or uninsured (Exh. EE-29,

Sch. 1). The Conpany noted that under the applicable

provi sions of the Internal Revenue Code, the maturity of the
refundi ng bonds may not exceed the greater of: (1) 17 years
fromthe date of issuance of the bonds refunded, or (2) 120
percent of the reasonably expected economc |life of the
project financed with the bonds refunded renaining at the
time the refundi ng bonds are issued (Exh. EE-28).
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trust agreenents, not to exceed $40, 000,000 in total (Exh. EE-1,
at 1). Al though the proposed | oan and trust docunents had not
yet been drafted at the date of the evidentiary hearing in this
case, the Conpany did provide a copy of the |loan and trust
agreenent executed between the Conmpany and M FA in connection
with the 1983 pollution control bond issuance and borrow ng,
approved by the Departnment in D.P.U 1573 (RR-DPU-1). M.
Pal | one testified that the Conpany does not expect any |oan and
trust agreenment executed between M FA and the Conpany with
respect to the proposed transaction to be significantly different
fromthat executed with respect to the transaction in 1983 (Tr.
at 13).

As part of its application, the Conpany requested
aut hori zation fromthe Departnent to enter into several financing
and security agreenents related to the proposed transaction (Exh.
EE-1, at 1). M. Pallone testified that the financing and
security agreenents, in their broadest definition, enconpass
everything that the Conpany would sign in connection with the
proposed financing, including the |oan and trust agreenment with
MFA (Tr. at 14). In addition to the |loan and trust agreenent,
for which the Conpany sought specific Departnent approval, the
Conmpany al so requested Departnent authorization to issue one or

nore series of first nortgage and collateral trust bonds ("first
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nort gage bonds") with respect to the Conpany's financing
proposal (Exh. EE-1, at 1)%

M Pal l one stated that the Conpany is seeking Departnent
approval to issue first nortgage bonds in case it is required by
M FA or an insurance conpany insuring paynent on MFA s refundi ng
bonds (Tr. at 9)" According to M. Pallone, EECo has been
advi sed by the refundi ng bond underwiters, Goldnan Sachs and
Ctibank, N. A, that in order to obtain bond insurance, given the
current BBB+ rating on the Conpany's corporate debt, the Conpany
woul d probably be required to provide additional collateral to
t he bond i nsurance conmpany in the formof first nortgage bonds

(Exh. EE-29, at 9; Tr. at 11, 12)2 M. Pallone testified that

o First nortgage bonds are secured by a senior nortgage or
indenture on the conpany's assets that, by reason of its
position, has priority over all junior encunbrances.

0 M. Pallone stated that if the Conpany were to issue first
nort gage bonds, the first nortgage bonds woul d be issued
pursuant to the Conpany's indenture with State Street Bank
and Trust Conpany (Tr. at 15). The Conpany's only ot her
indenture is with Citibank, N. A and was entered into in
connection with the Conpany's issuance of unsecured medi um
termnotes (id.).

i M. Pallone stated that the interest rate, redenption, and
sinking fund provisions, if any, of the first nortgage
bonds, if issued, would correspond to the provisions of the
refundi ng bonds (Exh. EE-29, at 8).

L According to M. Pallone, MFA would enploy two underwiters
for the proposed i ssuance of the refunding bonds (Tr. at
22). M. Pallone stated that even though the issuance is
technically the responsibility of MFA, the Conpany does
(continued...)
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if the Conmpany seeks and is successful in obtaining bond
i nsurance for the refundi ng bonds, the refunding bonds woul d be
rated AAA, the credit rating of the bond insurance conpany (Tr.
at 33). In deciding whether to seek bond insurance, the Conpany
woul d conpare the interest rate savings achi eved by AAA-rated
bonds to the cost of the insurance policy to determ ne whether
the savings is greater than the cost (Tr. at 33, 34j.

The Conpany has al so requested specific authorization and
approval fromthe Departnment for the issuance of a letter of

credit and associ ated rei nbursenent agreenment (Exh. EE-1, at 1).

2(...continued)
retain a measure of control over the process and is an
active participant since the terns of the |loan and trust
agreenment that the Conpany proposes to execute with MFA
would mrror the terns of the refunding bonds issued by MFA
(Tr. at 21, 23).

B | f the refunding bonds are insured by a bond insurance
conmpany, the credit rating on the refunding bonds woul d
reflect the credit rating of the bond insurance conpany
(Exh. EE-29, at 9). The pollution control bonds currently
out standi ng were 1 nsured by the American Muinici pal Bond
Assurance Corporation and are rated AAA by Standard & Poor's
Corporation ("S&P") and Aaa by Moody's Investor Service
("Moody's") (id.). In contrast, the Conpany's first
nort gage bonds are currently rated BBB+ by S&P and Baal by
Moody's (id.). The difference between the credit rating of
EECo and the credit rating of the bond insurance conpany
transl ates into expected savings from bond insurance.
According to the Conpany's anal ysis, the procurenent of bond
i nsurance woul d reduce the expected coupon rate on the
ref undi ng bonds and i ncrease the estimted present val ue
savi ngs accruing to the Conpany fromthe proposed
refinanci ng over that expected to be realized in the event
o; t he i ssuance of uninsured bonds (Exh. EE-29, Sch. 1, at
1).
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According to M. Pallone, the Conpany would obtain the letter of
credit froma bank to ensure paynment of principal, premum if
any, and interest on variable rate bonds, should the Conpany deem
it advantageous to issue variable rate bonds instead of fixed
rate bonds (Exh. EE-29, at 7). |If it chooses this option, the
Conmpany woul d execute a letter of credit and rei nbursenent
agreenent whereby it would agree to reinburse the bank for al
draws under the letter of credit and pay the fees and expenses of
the bank in connection with the letter of creditid.). M.
Pal |l one testified that the i nmmedi ate advantage of variable rate
bonds is a lower interest rate (Tr. at 19). Since interest rates
are now at historical |lows, the Conpany plans to issue fixed rate
bonds, but would like to preserve the variable rate optiond.).
The Conpany has al so requested exenption fromthe
conpetitive bid process required by GL. c. 164, 8§ 15, wth
respect to the Conpany's proposal to issue first nortgage bonds
to MFA as additional collateral for MFA s |oan to the Conpany
of the proceeds of the issuance of the refundi ng bonds (RR-DPU 2,
at 1). Since the first nortgage bonds woul d be issued directly
to MFA, the Conpany testified that there could be no conpetitive
bidding for them (d.). The Conpany stated that the refunding
bonds woul d be issued by MFA, not the Conpany, and their

i ssuance is therefore not subject to the requirenments of G L.
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c. 164, §8 15 (id.).* M. Pallone testified that if the Conpany
were to issue the bonds directly and not use MFA as an
i ntermedi ary, the Conpany woul d not be able to obtain tax-exenpt
status for the refunding bonds (Tr. at 42). Using an exanpl e,
M. Pall one expl ai ned how the i ssuance through M FA coul d reduce
t he Conpany's interest costs by 150 basis points(Tr. at 43).°
Regardi ng the Conmpany's request for exenption fromthe par
val ue provisions of GL. c. 164, § 15A, M. Pallone testified
that an exenption fromthese requirenents would give the Conpany
the ability to access the market on the nost favorable ternms (Tr.
at 37). Issuing below par also gives the underwiters the

advant age of marketing the refunding bonds at a nore attractive

i The Conmpany expl ai ned that the refunding bonds to be issued
by M FA woul d be sold by underwiters selected by the
Company (RR-DPU-2, at 1). The Conpany contends that the
nature of the underwiting process provides incentives to
the underwiters to obtain the nbost conpetitive rate
avail abl e for the refundi ng bonds based on market conditions
at the tinme of sale (d.).

B A basis point is one-hundredth of one percentage point.

16 M. Pall one expl ai ned how t he Conpany had conpl eted an
i ssuance of first nortgage bonds with a 10-year maturity at
an interest rate of 7 percent and with a 30-year maturity at
an interest rate of 8.12 percent on the norning of the
evidentiary hearing (Tr. at 43). By extrapolation, M.
Pal | one concluded that the rate for first nortgage bonds
with a 15 year maturity, the probable maturity of the
refundi ng bonds, would be approximately 7.5 percentid.).
This woul d be the Conpany's cost of capital If it were to
refinance on its owm. By using MFA as an internediary, the
Conmpany coul d i ssue refundi ng bonds with a 15-year maturity
at 6 percent, a difference of 150 basis pointsi(.).
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coupon rate and allows for the underwiters' spreadid.). M.
Pal | one also testified that the interest expense borne by the
Conmpany will be the sane regardl ess of whether the bonds are sold
bel ow par, at par, or above par, although the coupon rate would
change (Tr. at 38). |If the refunding bonds are issued at bel ow
par val ue, the Conpany proposes that the anount of any di scount
be anortized over the life of the bondi(d.).

The Conpany estinmates that it will incur $2,647,000 in
expenses as a result of the proposed i ssuance of fixed-rate,
i nsured, tax-exenpt refunding bonds, including $1,200,000 for the
3 percent premumrequired to call the pollution control bonds
prior to maturity (Exh. EE-26, at 1).
V. CAPITAL STRUCTURE CF THE COVPANY

The Conpany provided an analysis of its capital structure
as of Decenber 31, 1992 (Exh. EE-29, Sch. 4, at 2). The
Conmpany's anal ysis shows that as of December 31, 1992, the
Conpany's out standi ng common stock totalled $72, 283, 950,
consi sting of 2,891,357 shares, with a par val ue of $25 per share
(id.; Exh. EE-24, at 53). The Conpany also reported redeenabl e
preferred stock of $32, 600,000, non-redeenmabl e preferred stock of
$9, 000, 000, and | ong-term debt of $275, 000,000 (Exh. EE-24,
at 53; Exh. EE-29, Sch. 4, at 2). The Conpany's total pernmanent
capital was $388, 883,950 ($72, 283,950 + $32, 600, 000 + $9, 000, 000
+ $275,000,000) (d.; Tr. at 27).

The Conpany's net capitalizable utility plant as of Decenber
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31, 1992 was $515, 619,882 (Exh. EE-29, Sch. 4, at 2; Tr. at 27).
Thus, as of Decenber 31, 1992, the Conpany had an excess of net
utility plant over outstanding capital of $126, 735, 932

($515, 619, 882 - $388, 883, 950) (Exh. EE-29, Sch. 4, at 2;

Tr. at 27).

In its testinmony, the Conpany made three adjustnments to the
calculation of its total permanent capital. First, the Conpany
reduced total preferred stock and | ong-term debt by $206, 600, 000,
t he anount of planned redenptions (Exh. EE-29, Sch. 4, at 2).

See Eastern Edi son Conpany D.P.U. 93-24 (1993). This adjustnent

i ncreased the excess of net utility plant over outstanding
capital by the amount of the adjustnment. Second, the Conpany

i ncreased the total anount of preferred stock and | ong-term debt
out st andi ng by $215, 000, 000, the total anmount of new issuances
aut hori zed by previous order of the Departnent (Exh. EE-29, Sch.
4, at 2)." See D.P.U. 93-24. This adjustnent reduced the
excess of net utility plant over outstanding capital by the
anount of new i ssuances authorized. Third, the Conpany reduced
t he anount of |ong-term debt by $40, 000,000 to reflect the

pl anned redenpti on of the Conpany's pollution control bonds (Exh.
EE-29, Sch. 4, at 2). This adjustnment increased the excess of

net utility plant over outstanding capital. The net effect of

1 M. Pallone testified that as of the date of the evidentiary
hearing in this matter the Conmpany had conpl eted the
refinanci ng of $100, 000, 000 of first nortgage bonds pursuant
to DP.U 93-24 (Tr. at 28).
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these three adjustnents is an increase in the cal cul ated excess
of net utility plant over outstanding capital of $31, 600, 000
(+%$206, 600, 000 - $215, 000, 000 + $40, 000, 000) to $158, 335,932
(%126, 735,932 + $31, 600, 000) i(d.; Tr. at 28).

V. ANALYSI S AND FI NDI NGS

Based on the foregoing, the Departnent finds that EECo's
proposal to execute one or nore |loan and trust agreenents with
t he Massachusetts Industrial Finance Agency, or a sim/lar agency
wi th tax-exenpt bonding authority, in an amount not to exceed
$40, 000, 000, to issue one or nore series of first nortgage and
collateral trust bonds, to execute a letter of credit and
rei mbur sement agreenent, and to execute other related financing
and security agreenents for the stated purpose of refunding the
out st andi ng princi pal anount of the Conpany's 1983 10 1/8 percent
pol lution control revenue bonds, due 2008, is reasonably
necessary in accordance with G L. c. 164, 8 14. |ssues
concerni ng the prudence of the Conpany's capital financing have
not been raised in this proceeding, and the Departnent's deci sion
in this case does not represent a determ nation that any project
is economcally beneficial to the Conpany or its custonmers. The
Depart ment enphasi zes that its determnation in this Order shall
not in any way be construed as a ruling relative to the
appropriate ratemaki ng to be accorded any costs associated with
t he proposed financi ng.

Under the Department's precedent regarding the cal cul ation
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of the net plant test, the Departnment finds that the Conpany's
proposed financing neets the net plant test. Based on its
estimate of the cost of certain planned refundings of currently
out st andi ng preferred stock and | ong-term debt, the Conpany
estimates that there is an excess of net utility plant over
out standi ng capital of $158,335,932 to support the proposed
financing (Exh. EE-29, Sch. 4, at 2).

Wth respect to the Conpany's request for an exenption from
t he conpetitive bidding provisions of GL. c. 164, 8§ 15, the
Departnent finds that the Conpany's proposal to use MFA as a
conduit for the proposed transaction will generate substanti al
savings in interest expense and thereby provide the benefits of
conpetition and tinely issuance of securities to the Conpany's
ratepayers. W find, therefore, that the Conpany's request for
an exenption fromthe conpetitive bidding requirenments of G L.
c. 164, 8 15, is in the public interest.

The Conpany has al so requested an exenption fromthe par
val ue provisions of GL. c. 164, § 15A. The Departnent finds
that the ability to issue debt securities bel ow par value offers
t he Conpany increased flexibility in placing its issuances wth
prospective purchasers. W find also that this increased
flexibility will allow the Conpany to issue securities in a
timely manner to take advantage of prevailing interest rates. W
find, therefore, that the Conpany's request for an exenption from

GL. c. 164, 8 15A, is in the public interest.
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In accordance with G L. c. 164, 8§ 15A, the Conpany has
proposed to anortize the amount of any di scount from par val ue
over the life of the security. The Departnment finds that this
proposal is in the public interest.

VI. ORDER

Accordingly, after due notice, hearing, and consideration
t he Depart nent

VOTES That the execution by Eastern Edi son Conpany of one
or nore | oan agreenents with the Massachusetts | ndustrial Finance
Agency, or a simlar agency with tax-exenpt bonding authority, in
an amount not to exceed $40, 000,000, to issue one or nore series
of first nortgage and col |l ateral trust bonds, to execute a letter
of credit and rei nbursenent agreenent, and to execute other
related financing and security agreenents is reasonably necessary
to refund the outstanding principal amount of Eastern Edi son
Conmpany's 10 1/8 percent pollution control revenue bonds, due
2008; and it is

ORDERED That Eastern Edi son Conpany shall be authorized to
execute one or nore | oan agreenents with the Massachusetts
I ndustrial Finance Agency, or a simlar agency with tax-exenpt
bondi ng authority, in an anmbunt not to exceed $40, 000, 000, to
i ssue one or nore series of first nortgage and collateral trust
bonds, to execute a letter of credit and rei nbursenent agreenent,
and to execute other related financing and security agreenents

for the purpose of refunding the outstanding principal anmount of
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Eastern Edi son Conpany's 10 1/8 percent pollution control revenue
bonds, due 2008; and further

VOTES That the issuance and sale, fromtine to tinme, by

East ern Edi son Conpany of up to $40, 000, 000 of |ong-term debt
securities at less than par value pursuant to G L. c. 164, § 15A
isin the public interest, and that if a security is sold at |ess
than par value, it is in the public interest to anortize the
di scount over the life of the security; and it is

ORDERED That Eastern Edi son Conpany's issuance and sal e,
fromtime to time, of up to $40, 000,000 in |ong-term debt
securities, at less than par value, pursuant to G L. c. 164,
8§ 15A, is in the public interest, and such issuance and sale
shal | be exenpt fromthe provisions of GL. c. 164, 8§ 15A; and
that if a security is sold at |less than par value, it is in the
public interest to anortize the discount over the |life of the
security, and the discount shall be anortized over the life of

the security; and it is
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FURTHER ORDERED That Eastern Edi son Conpany's execution of

one or nore | oan agreenents with the Massachusetts I ndustri al
Fi nance Agency, or other simlar agency wth tax-exenpt bonding
authority, in an anmount not to exceed $40, 000, 000 wi t hout
complying with the conpetitive bidding provisions of GL. c. 164,
8§ 15, is in the public interest, and that such issuance and sale
shall be exenpt fromthe provisions of GL. c. 164, § 15.

By Order of the Departnent,



